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In 2001, we realized a number of significant goals. We transformed
mortgage insurance from a commaodity into a specialty. Brought
new levels of convenience and simplicity to mortgage services.
And helped financial institutions make assets saleable and
liquid. Now, we've united alt of our entities under one name —
Radian. With one objective: to change the nature of risk with
fresh thinking in credit enhancement, worldwide. Satisfying,

to say the least.







DI - 7 Webelieve the future Qﬁm% m:rm:mm?ma belongs to the strong and

! the creative. To the nimble and the innovative. To those who can adapt to
changing economic realities and, in the:process, create new opportunities
for their clients and partners. Radian 3% evolved into such a company.

TO QUR STOCKHNOLDERS:

2001 was an extremely successful year for Radian. Highlighted by a 20% increase in earnings per share; the acquisition,
integration and revitalization of our financial guaranty businesses; and the introduction of Radian Lien Protection,
our title insurance alternative product; the year was not only successful — it was extraordinary. Beyond our financial
growth, 2001 will be looked upon as a year of transition for Radian: a year in which we took major steps toward

becoming a diversified credit enhancement and mortgage services company under the unified Radian banner.

A record year by any financial measure, 2001 brought the year. And consistent with our conservative and deliberate
earnings of $360.4 million on revenues of $947.2 million. risk management philosophy, we continued to increase our
Premiums written were $783.6 million, compared to reserves from $390.0 million in 2000 to $588.6 million at

$544.3 mullion in 2000, and premiums earned grew by 37% December 31, 2001, and total capital reached $2.3 billion.

to $715.9 million. New primary mortgage insurance written

was $44.8 billion, up from $24.9 billion in 2000. For our Perhaps more telling of our development than these figures
financial guaranty businesses, net premiums earned were was the test of Radian’s business strategy during the unique
$106.5 million. RadianExpress, our mortgage services macroeconomic conditions of 2001. Our economy was in
subsidiary, completed more than 400,000 transactions during recession. Interest rates declined dramatically, which led

nk P. Filipps

airman and Chief Executive Officer
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from non-traditional mortgage insurance products.
And a significant 24% was generated by our financial

guaranty businesses.

For years, as a mortgage insurer, Radian was known and
expected to challenge the status quo. We introduced a new
approach to mortgage insurance that redefined what was
considered a “commodity” product. In September of 2001,
we did it again with Radian Lien Protection: a mortgage
insurance product that can be used as an alternative to
traditional title insurance for refinances, second mortgages

and home equity loans.

As a company with a new breadth of services and resources,
we were not only able to create Radian Lien Protection, a
product that could save American homeowners more than
$2.5 billion a year, we also streamlined the closing process.
By combining traditional mortgage insurance with the
technology of RadianExpress, we developed a more efficient,
effective and complete solution —- one that saves homeowners
real money on what often is the single largest expense of

refinancing a home.

As we look forward, we remain committed to growing

Radian — by building our core mortgage insurance

business at its same aggressive pace, and by challenging
our other businesses to follow that lead. In 2001, we took
two significant steps toward securing our future growth:
We obtained a license to conduct business as a financial
guarantor in the United Kingdom and correspondingly
opened a Radian branch in London; and we established a
new business unit, Global Structured Products, to help forge
new relationships and seek opportunities in the rapidly
growing sector of derivative products. With more than
$2 billion of new business generated by Global Structured
Products in the second half of 2001, we’re well on our way
to establishing Radian as a significant and lasting business

partner in the international capital markets.

Visualize. Realize. In 2001, Radian took its first steps toward
becoming the company we visualized when we set our
diversification strategy four years ago. We expect to realize
the benefits as we enter what promises to be another
outstanding year for Radian, and I want to thank you for

your continued confidence and support.

e

Frank P. Filipps
Chairman and Chief Executive Officer

v

In M/@Of Radian took
:_m first steps toward
becoming the company
we visualized when

we set our diversification

strategy four years ago.
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ROAD NOT TAKERN

koot

e
Applying the same knowledge, energy and creativity that
enabled us to pioneer the only new products =« — — =T ey
. coraconsider > reinvent |
in the Mi market for decades, we moved i e D
aggressively and confidently into a broader risk arena.
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identity in the marketplace, allowing us to maximize our
cross-selling efforts, communicate our convergence plan more

effectively and position the company strongly for the future,

WHAT IF? WHY NOT.

Over the past several years, we have earned a reputation
for shaking things up. This year was no exception. We saw
a market need and we filled it. With a provocative new
product, Radian Lien Protection, that innovatively combines
our mortgage-market expertise with the speed and cost-
effective delivery of RadianExpress technology. Focusing
on refinances, second mortgages and home equity loans,
Radian Lien Protection gives lenders and borrowers

an alternative to traditional title insurance, offering huge

savings in the process.

Available online, Radian Lien Protection can save homeowners
as much as 50% per transaction compared to traditional title
insurance. This product has been very well received and is
avallable on properties in all fifty states. Rating agencies and
investors such as Fitch Ratings, Moody’s, Standard & Poors

and Lehman Brothers have all approved it as an acceptable

alternative. Not surprisingly, concern has arisen within the
title insurance industry that Radian Lien Protection could
reduce demand for conventional title insurance. That
industry’s trade group has even filed suit to block the sale
of Radian Lien Protection; however, we stand committed to
seeing that this streamlined, cost-saving advantage remains

available to American homeowners.

Certainly last year was a challenging one for our industry,
as it was for so many others. We weathered a relatively
mild recession which contributed to higher delinquency
rates and lower interest rates that were not favorable for MI.
But there was also good news. Overall, the housing and
mortgage markets held strong and, with lower interest rates,

the refinance market experienced a record year.

The sheer volume of refinances in 2001 led, in large part,

to our increased operating costs. In fact, many clients were
flooded with refinancing applications, which increased
demand for Radian contract underwriting. As the refinancing
market slows, we continue to see a reduction in contract

underwriting-related expenses.
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clients and offer a wealth of new choices. We're also meeting
with portfolio managers and CFOs to suggest new ways to
securitize and sell other asset classes they may have in their
portfolios, such as home equity lines of credit (HELOCs),
manufactured housing or credit card receivables. Ultimately,
we match the business need with the Radian unit best suited to

assess the risk and offer the most beneficial capital treatment.

In early September we organized a new group, Global
Structured Products, to leverage our expertise in the asset-
and mortgage-backed markets. This group provides highly
structured risk solutions to financial institutions, global
corporations, select securitization issuers and qualified
governmental entities. The result has been a diversified
portfolio of comprehensive and sophisticated credit
enhancement transactions that provide significant benefit

to our clients — from asset-backed securities, asset-backed
commercial paper and collateralized debt obligations (CDOs),

to privatization finance and new asset classes. With offices

in London and New York, this group is well positioned
to respond to the potential of this enormous market —

in 2002, more than $1 trillion of issuance is expected.

We are innovators by nature. Guided by an

entrepreneuriat spirit, buttressed by rock- o
sirength > beldness > -
solid financial strength, and mindful of ﬁ AR AR

the risks inherent in a changing global economy.
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FINDING OPPORTUNITY IN NEW MARKETS.

In the summer of 2001, we were granted a license to
conduct business in the United Kingdom through our
London branch. This was a critical step in our strategic
effort to reach out globally to the capital markets and
strengthen our presence overseas. The license authorizes
us to provide credit, surety and financial types of insurance

and reinsurance products, including financial guaranty.

We see great possibility in Europe for the kinds of deals
we’re able to structure through solutions that blend all of our
resources. In December, for example, we joined a syndicate
of insurers, banks and institutional investors to launch

a $1.18 billion structured transaction for a portfolio of
German residential mortgages. An effort that leveraged
Radian’s expertise in both structured products and mortgage
loan-level due diligence, this transaction supports our
strategy of bringing together Radian’s diverse, yet aligned,

competencies to the benefit of our clients.

CHANGING EVERYTHING. STAVING THE SAME.

At Radian, we’re able to push traditional boundaries and
challenge the status quo because of the adherence we pay

to fiscal responsibility and discipline. We take a conservative
approach to risk for both bulk and flow MI business, and
weigh the return of each deal very carefully. But if we see

a good opportunity, we move. And move aggressively.

Likewise, because of our heritage of reserving conservatively —
Radian has the deepest loss reserves per loan in the mortgage
insurance industry — we are able to deploy our capital,

as needed, into areas where we foresee opportunity.

The bar for innovation rises constantly. At Radian, we like to
be the one who keeps moving it higher. And we do. Through
a culture committed to changing the nature of risk in new,
unexpected and valuable ways. This is our model. And will

continue to be so. It’s how we will realize our future.
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SELECTED FINARNCIAL AND STATISTICAL DATA®

(in miltions, except per-share amounts and ratios) 2001 2000 1999 1998 1997
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
Net premiums written S 783.6 $ 5443 $ 4518 $  406.5 $ 327.8
Net premiums earned 7159 520.9 472.6 405.3 330.0
Net investment income 147.5 82.9 67.3 59.9 52.4
Equity in net income of affiliates 41.3 - - - -
Otherincome 42.5 7.4 11.3 153 5.6
Total revenues 947.2 611.3 551.2 480.4 388.0
Provision for losses 208.1 1543 1741 166.4 147.4
Policy acquisition costs and other operating expenses 216.8 108.6 121.4 118.2 83.4
Merger expenses - - 37.8 1.1 ~
Net gains 1.0 4.2 1.6 - 3.2 2.0
Pretaxincome 505.5 352.5 219.5 197.9 159.2
Net income 360.4 248.9 148.1 142.2 115.7 s
i ) 03)
ME income per share PN S 3.88 $ 3.22 $ 19 $ 184 $ 150 (1) Effective une 9, 1999, Ractian
verage shares outstanding 92.0 76.3 75.7 75.6 75.1 Group Inc. was formed by the
CONDENSED CONSOLIDATED BALANCE SHEETS merger of CMAC \\:_J::Ea
C\.\\\:.:N\Q: (LR Amaerii
Assets .w b«bwm.m % 2,272.8 m 1,776.7 % 1,513.4 % 1,222.7 Corporation pursuant (o ain
Investments 3,369.5 1,750.5 1,388.7 1,175.5 974.7 Agreement and Plan of Merger
Unearned premiums 513.9 77.2 54.9 75.5 72.7 duted November 22, 1998. The
Reserve for losses and loss adjustment expenses 588.6 390.0 335.6 245.1 179.9  frnsaction was accounied for on
a pooling of interests basis and.
Long-term debt 324.1 - - - - thevefore, ol financial statements
Redeemable ﬁ_‘mmm:ma stock 40.0 40.0 40.0 40.0 40.0 presented reflect the combined
Common stockhalders’ equity 2,306.3 1,362.2 1,057.3 932.2 780.1 M.“:Sm On \vi:..s:ﬁMﬂw,.msw:,, the
Book value per share® 24.54 17.97 14.17 12,65 10.69 L Serviers Group e
STATUTORY RATIOS ~ MORTGAGE INSURANCE The results for 2001 include 1he
Loss ratio 30.2% 30.5% 37.6% 42.0% 46.1%  resulis of qporarions o Enfaice
. anrapctal services Group i,
Expense ratio!® 20.4 17.9 24.2 24.6 225 Srom the daie of acquisition. Sce
Combined ratio 50.6% 48.4% 61.8% 66.6% 68.6%  nole I of Notes to Consoliduted
Financial Statements set forih
SELECTED RATIOS - FINANCIAL GUARANTY on page 20 herein
Loss ratio . 27.2% - - - - (2) Dituted net income per share
mxum:mm ratio 40.8 - - - - and average share information
f : o per Statement of Financial
Combined ratio 68.0% Accounting Standards No. 128,
OTHER DATA - MORTGAGE INSURANCE “Earnings Per Share” See noie 1
New primary insurance written § 44,754 $ 24,934 $ 33,256 $ 37,067 $ 21,481 of Notes to Consolidated Financial
. . . . Starements sef farth on page 20
Direct primary insurance in force 107,918 100,859 97,089 83,178 67,294 heroin,
Direct primary risk in force 26,004 24,622 22,901 19,840 15,158 L o
. o (3} 4l share and per-share daa
Direct pool risk in force 1,571 1,388 1,361 933 601 for prior periods kave been
Otherrisk in force 348 211 — — — restated to reflect a 2-for-1 stock
B
OTHER DATA - FINANCIAL GUARANTY .<.:::.~»S:. o .
Net premiums written $ 143.2 . _ _ - (4) Fxpense \,::.: :_ \\W.\_
. clenluted net of merger expenscs
Net premiums eamned 106.5 - - - - of $21.8 million recognized by
Net debt service outstanding 97,939.7 - - - - Statutony companies.
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CONSOLIDATED STAVYEMENYS OF [RNCOWM

(in thousands, except per-share amounts}

REVENUES:
Premiums written:
Direct
Assumed
Ceded
Net premiums written
(Increase) decrease in unearned premiums

Net premiums earned

Net investment income

Equity in net income of affiliates
Other income

EXPENSES:
Provision for losses
Policy acquisition costs
Other operating expenses
Interest expense
Merger expenses

GAINS AND LOSSES:
Net gains on sales of investments
Change in fair value of derivative instruments

Pretax income
Provision for income taxes

Net income
Dividends to preferred stockholder

Net income available to common stockholders

Basic net income per share

Diluted net income per share

Average number of common shares outstanding — basic

Average number of common and common equivalent shares outstanding - diluted

e
&,

2001

$753,392
90,917
(60,665)

783,644
(67,764)

715,880
147,487
41,309
42,525

947,201

208,136
84,262
132,516
17,803

442,717

6,824
{5.777)
1,047

505,531

145,112

360,419
3,300

$357,119
$ 395
$ 388
90,474
91,958

Year Ended December 31
2000

$592,734
80
(48,542)

544,272
(23,401)

520,871
82,946

7,438
611,255

154,326
51,471
57,167

262,964

4,179

4,179
352,470

103,532

248,938
3,300

$245,638
$  3.26
$ 322
75,268
76,298

1999

$496,646
93
(44,922)
451,817
20,818

472,635
67,259

11,349
551,243

174,143
58,777
62,659

37,766
333,345

1,568

1,568
219,466

71,328

148,138
3,300

$144,838
$ 1.9
$ 191
73,950
75,712

See notes io consolidated
Jinancial statements.
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CONSOLIDATED STATEMERYS OF CASRH FLOWS

Year Ended December 31
(in thousands) 2001 2000 ) 1999
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 360,419 $ 248,938 $ 148,138
Adjustments to reconcile net income to net cash provided by operating activities:
Net gains (1,047) (4,179) (1,568)
Equity in net income of affiliates (41,309) -~ -
Proceeds from sales of trading securities 14,204 ~ -
Purchase of trading securities (24,978) —~ —
Increase (decrease) in unearned premiums 65,685 22,316 (20,613)
Net increase in deferred policy acquisition costs (24,336) (8,369) (12,697)
Increase in reserve for losses ’ 90,980 54,437 90,459
Increase in deferred federal income taxes 140,804 62,942 57,849
Increase in provisional losses recoverable (3,276) (3,675) (7,347)
Depreciation and other amortization, net 2,486 3,158 2,289
Net change in prepaid federal income taxes, other assets, accounts payable and accrued expenses (98,483) (95,591) 5,163 &
Net cash provided by operating activities 481,149 279,977 261,673
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales of fixed maturity investments available for sale 1,039,762 552,439 131,170
Proceeds from sales of fixed maturity investments held to maturity — 1,922 10
Proceeds from sales of equity securities available for sale 8,425 18,988 3,076
Proceeds from redemptions of fixed maturity investments available for sale 111,674 16,467 24,769
Proceeds from redemptions of fixed maturity investments held to maturity 21,509 2,897 19,981
Purchases of fixed maturity investments available for sale (1,595,179) (813,627) (380,683)
Purchases of equity securities available for sale (66,098) (29,713) (25,595)
Purchases of short-term investments, net (28,101) (38,859) (32,560)
Purchases of property and equipment, net . (8,538) (9,419) - (12,509)
Acquisitions, net of cash acquired 6,788 - . -
Investment in affiliates (15,020) - -
Distributions from affiliates 12,761 - —
Other (1,084) (952) (1,468)
Net cash used in investing activities {513,101) (299,857) (273,809)
CASH FLOWS FROM FINANCING ACTIVITIES:
Dividends paid (10,052) (7,791) (6,860)
Proceeds from issuance of common stock under incentive plans 39,687 24,747 17,126
Purchase of treasury stock (5,715) (2,159) -
Repayment of short-term debt (173,724) — —
Issuance of long-term debt 246,885 - -
Acquisition costs (7,394) — . -
Net cash provided by financing activities 89,687 14,797 10,266
Increase (decrease) in cash 57,735 (5,083) (1,870)
Cash, beginning of year 2,424 7,507 9,377
Cash, end of year $ 60,159 $ 2,424 $ 7,507
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION ’
income taxes paid $ 98,960 $ 74,768 $ 61,450
ierest pad 5 1909 s a7 § o e
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the Company will evaluate the realizability of the goodwill annually
and revalue if necessary. The financial results for the year ended
December 31, 2000 inctude the results of RadianExpress’
operations for the period from November 10, 2000 through
December 31, 2000. The cash component of the acquisition
was financed using the Company’s cash flow from operations.
The pro forma results for 2000 including this acquisition would
not be materially different from reported results.

On November 22, 1998, the Company was formed by the
merger of CMAC Investment Corporation (“CMAC”) and Amerin
Corporation (“Amerin™). The merger closed on June 9, 1999 after
approval by the stockholders of both companies, at which time the
name of the merged company was changed to Radian Group Inc.
At the same time, the name of the Company’s main operating
subsidiary, Commonwealth Mortgage Assurance Company,
was changed to Radian Guaranty, while the main operating
subsidiary of Amerin, Amerin Guaranty, retained its name. As a
result of the merger, Amerin stockholders received 0.5333 shares
(14,168,635 shares were issued) of CMAC common stock in a
tax-free exchange for each share of Amerin common stock that
they owned. CMAC’s stockholders continued to own their
existing shares after the merger. The merger transaction was
accounted for on a pooling of interests basis and, therefore, all
financial statements presented reflect the combined entity.
There were no intercompany transactions requiring elimination
for any periods presented prior to the merger.

The operating results of the separate companies
through the mergerin 1999 are as follows (in thousands):

Totat Net
Revenues Income
For the year ended December 31, 1999:
Radian Group Inc. $418,428 $110,785
CMAC Investment Corporation
(through March 31, 1999) 89,415 22,878
Amerin Corporation
(through March 31, 1999) 43,400 14,475
Combined $551,243 $148,138

CONSOLIDATION
The accompanying financial statements include the accounts
of all subsidiaries. investments in which the Company, or one
of its subsidiaries, owns from 20% to 50% of those companies,
and where the Company has a majority voting interest, but
where the minority shareholders have substantive participating
rights or where the Company has the intent and ability to divest
its investment in the short term, are accounted for in accordance
with the equity method of accounting (See note 13). All significant
intercompany accounts and transactions, and intercompany
profits and losses, including those transactions with equity
method investee companies, have been eliminated.

The consolidated financial statements are prepared in
accordance with accounting principles generally accepted in the
United States of America (“GAAP”).

USE OF ESTIMATES

The preparation of financial statements in conformity with GAAP
requires the Company to make estimates and assumptions that
affect the reported amounts of assets and liabilities as of the
date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual
results could differ from those estimates.

INSURANCE PREMIUMS

SFAS No. 60, “Accounting and Reporting by Insurance Enterprises,”
specifically excludes mortgage guaranty insurance from its
guidance relating to the earning of insurance premiums. Consistent
with GAAP and industry accounting practices, mortgage insurance
premiums written on an annual and multiyear basis are initially
deferred as unearned premiums and earned over the policy term,
and premiums written on a monthly basis are primarily earned
as they are received. Annual premiums are amortized on a
monthly, straight-line basis. Multiyear premiums are amortized
over the terms of the contracts in accordance with the anticipated
claim payment pattern based on historical industry experience.
Ceded premiums written are initially set up as prepaid reinsurance
and are amortized in accordance with direct premiums earned.

In the financial guaranty business, insurance premiums
are earned in proportion to the level amortization of insured
principal over the contract period. Premiums written on a
monthly basis are primarily earned as they are received, which
approximates a level amount of premium income recognition
in proportion to the insured principal over the contract period.
Unearned premium revenue represents that portion of premiums
which will be earned over the remainder of the contract period,
based upon information reported by ceding companies and
management’s estimates of amortization of insured principal
on policies written on a direct basis. When insured issues
are refunded or called, the remaining uneamed premium
revenue is generally earned at that time, since the risk to the
Company is eliminated.

RESERVE FOR LOSSES AND
LOSS ADJUSTMENT EXPENSES (“LAE”)

The mortgage insurance reserve for losses consists of the
estimated cost of settling claims on defaults reported and
defaults that have occurred but have not been reported.

SFAS No. 60 specifically excludes mortgage guaranty insurance
from its guidance relating to the reserve for tosses. Consistent
with GAAP and industry accounting practices, the Company
does not establish loss reserves for future claims on insured
loans that are not currently in default. In determining the
liability for unpaid losses related to reported outstanding
defaults, the Company establishes loss reserves on a case-
by-case basis. The amount reserved for any particular loan is
dependent upon the characteristics of the loan, the status of
the loan as reported by the servicer of the insured loan as well
as the economic condition and estimated foreclosure period in
the area in which the default exists. As the default progresses
closer to foreclosure, the amount of loss reserve for that
particular loan is increased, in stages, to approximately 100%
of the Company’s exposure and that adjustment is included

in current operations. The Company also reserves for defaults
that have occurred but have not been reported using historical

e
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DERIVATIVE INSTRUMENTS
AND HEDGING ACTIVITIES

The Company adopted SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” as amended, on January 1,
2001. The statement establishes accounting and reporting
standards for derivative instruments and hedging activity and
requires that all derivatives be measured at fair value and
recognized as either assets or liabilities in the financial
statements. Changes in the fair value of derivative instruments
are recorded each period in current earnings. This represents a
change from the Company’s prior accounting practices whereby
these changes were recorded as a component of stockholders’
equity. Transactions that the Company has entered into that
are accounted for under SFAS No. 133, as amended, include
convertible debt securities, credit default swaps and certain
financial guaranty contracts that are considered credit default
swaps. Credit default swaps and certain financial guaranty
contracts that are accounted for under SFAS No. 133, are part
of the Company’s overall business strategy of offering financial
guaranty protection to its customers. Currently, none of the
Company’s derivatives qualify as hedges.

Upon adoption of SFAS No. 133, the balance of the
Company’s convertible debt portfolio was approximately
$104.6 million. SFAS No. 133 requires that the Company split
its convertible debt securities into the derivative and debt host
components. Over the term of the securities, changes in the
fairvalue of the debt instrument are recorded in the Company’s
consolidated statement of changes in common stockholders’
equity, through accumulated other comprehensive income or
toss. Concurrently, a deferred tax liability or benefit is recognized
as the recorded value of the debt host increases or decreases.
A change in the fair value of the derivative is recorded as a gain
or loss in the Company’s consolidated statements of income.

In connection with the adoption of SFAS No. 133, the Company
reclassified $13.8 million from fixed maturities available for
sale to trading securities on its consolidated balance sheet

as of January 1, 2001. At December 31, 2001 the fair value of the
Company's derivative instruments, classified as trading securities,
was $21.7 million, as compared to an amortized value of
$22.6 million, and the Company recognized $0.6 million, net of tax,
of loss on changes in the fair value of derivative instruments
in the consolidated statements of income for 2001. The notional
value of the Company’s credit default swaps and certain other
financial guaranty contracts accounted for under SFAS No. 133
was $2.9 billion at December 31, 2001.

The application of SFAS 133, .as amended, could result
in volatility from period to period'in gains and losses as reported
on the Company’s consolidated statements of income. The
Company is unable to predict the effect this volatility may have
on its financiat position or results of operatians.

COMPANY-OWNED LIFE INSURANCE

The Company is the beneficiary of insurance policies on the lives
of certain officers and employees of the Company. The Company
has recognized the amount that could be realized under the
insurance policies as an asset in its consolidated balance sheet.
At December 31, 2001 and 2000, the amount of Company-owned
life insurance totaled $53,190,000 and $50,374,000, respectively,
and is included as a component of other assets.

STOCK SPLIT

On May 1, 2001, the Company’s board of directors authorized

a stock mu_:. paid June 20, 2001, in the form of a dividend of
one additional share of the Company’s common stock for each
share owned by stockholders of record on June 14, 2001. To
effect the stock split, the Company’s stockholders approved an
increase in the number of authorized shares of common stock,
from 8o million to 200 million, on june 14, 2001. The dividend
was accounted for as a two-for-one stock split and the par value
of the Company’s common stock remained at $.001 per share.
Accordingly, all references to common shares and per share
data, except where noted otherwise, have been adjusted to give
effect to the stock split. In conjunction with the stock split,

the Company’s board of directors voted to increase the quarterly
dividend from $.015 per share to $.02 per share of common
stock outstanding after the split was effected.

ACCOUNTING FOR STOCK-BASED COMPENSATION
The Company accounts for stock-based compensation in
accordance with SFAS No. 123, “Accounting for Stock-Based
Compensation.” SFAS 123 requires expanded disclosures of
stock-based compensation arrangements with employees and
encourages, but does not require, the recognition of compensation
expense for the fair value of stock options and other equity
instruments granted as compensation to employees. The Company
has chosen to continue to account for stock-based compensation
using the intrinsic value method prescribed in Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees,” (“APB 25”), and related interpretations. Accordingly,
compensation cost for stock options is measured as the excess,
if any, of the quoted market price of the Company’s stock at

the date of the grant over the amount an employee must pay
to acquire the stock.

In March 2000, the Financial Accounting Standards Board
(“FASB) issued Interpretation No. 44, “Accounting for Certain
Transactions Involving Stock Compensation” (“FIN 44™). FIN 44
clarifies the application of APB 25 for certain issues. The Company
adopted the provisions of FIN 44 in 2000. The adoption of this
interpretation did not have a material effect on the Company’s
financial statements.

MET INCOME PER SHARE

The Company is required to disclose both “basic” net income
per share and “diluted” net income per share. Basic net income
per share is based on the weighted average number of common
shares outstanding, while diluted net income per share is based
on the weighted average number of common shares outstanding
and common share equivalents that would arise from the
exercise of stock ouzo:m.
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December 31, 2000

Mortgage Mortgage  Financial

(in thousands) Insurance  Services  Guaranty Consolidated

Net premiums

written $ 544,272 $ 544,272
Net premiums

earned $ 520,871 $ 520,871
Net investment

income 82,946 82,946
Other income 7,438 7,438

Total revenues 611,255 611,255
Provision

for losses 154,326 154,326
Policy acquisition

COSts 51,471 51,471
Other operating

expenses 57,167 57,167

Total expenses 262,964 262,964
Net gains 4,179 4,179
Pretax income 352,470 352,470
Income tax

provision 103,532 103,532
Netincome  $ 248,938 $ 248,938
Totalassets  $2,272,811 $2,272,811
Deferred policy

acquisition

costs 70,049 70,049
Reserve for

losses 390,021 390,021
Unearned

premiums 77,241 77,241

_(in thousands)

December 31, 1999

Mortgage Mortgage Financial
Insurance  Services  Guaranty Consolidated

Net premiums

written $ 451,817 $ 451,817
Net premiums

earned $ 472,635 $ 472,635
Net investment

income 67,259 67,259
QOtherincome 11,349 ) 11,349
Total revenues 551,243 551,243
Provision

for losses 174,143 174,143
Policy acquisition

costs 58,777 ) 58,777
Other operating

expenses 62,659 ” 62,659
Merger expenses 37,766 37,766
Total expenses 333,345 333,345
Net gains 1,568 1,568
Pretax income 219,466 219,466
Income tax

provision 71,328 71,328
Net income $ 148,138 $ 148,138
Total assets  $1,776,712 $1,776,712
Deferred poticy

acquisition

costs 61,680 61,680
Reserve for

losses 335,584 335,584
Uneamed

premiums 54,925 54,925

SUBSEQUENT EVENTS

In January 2002, the Company sold $220 million of Senior
Convertible Debentures. Approximately $125 miltion of the proceeds
from the offering was used to increase capital at Radian Asset
Assurance. The remainder will be used for general corporate
purposes. The debentures bear interest at the rate of 2.25% per
year and interest is payable semi-annually on January 1 and July 1,
beginning July 1, 2002. The Company will also pay contingent
interest on specified semi-annual periods, if the sale price

of its common stock for a specified period of time is less than
60% of the conversion price. The debentures are convertible,

at the purchaser’s option, into shares of common stock at
prices and on dates specified in the offering. At that time, the
shares become common shares for the purposes of calculating
earnings per share. The Company may redeem all or some of
the debentures on or after January 1, 2005.

In February 2002, the Company closed on a $50 million
Senior Revolving Credit Facility. The facility is unsecured and
expires in one year. The facility will be used for working capital
and general corporate purposes. The facility bears interest on
any amounts drawn at either the Borrower’s Base rate as defined
in the agreement, or at a rate above LIBOR based on certain
debt to capital ratios.

In March 2002, the Company made a $20 million
investment in Primus Guaranty, Ltd, a Bermuda holding company
and parent company to Primus Financial Products, Inc. (“Primus”),
a Triple A rated company that provides credit risk protection to
derivatives dealers and credit portfolio Bm:mmma.o: individual
investment-grade entities. In connection with the capitalization
and Triple A rating of Primus, Radian Re has provided Primus
with an excess of loss insurance policy. The Company intends
to account for the Primus investment under the equity method
of accounting.
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December 31, 2000

Gross Gross
Amortized Fair Unrealized Unrealized
Cost Value Gains Losses

Fixed maturities held to maturity at amortized cost;
Bonds and notes:
United States

govemment $ 8765 $ 9393 § 628 $ —
State and munici-
pal obligations 460,826 481,399 21,070 497
$ 469,591 $ 490,792 $21,698 $ 497
Fixed maturities available for sale:
Bonds and notes:
United States
government  $ 33,126 $ 33,527 § 756 $ 355
State and munici-
pal obligations 822,501 848,048 28,541 2,994
Corporate 152,052 157,115 8,807 3,744
Asset-backed
securities 59,200 60,031 1,146 315
Redeemable
preferred stock 20,312 22,119 2,437 630
$1,087,191 $1,120,840 $41,687 $8,038
Equity securities
avaifableforsale $ 58,877 $ 64,202 $12,684 $7,359

The contractual maturities of fixed maturity investments
are as follows (in thousands): .
December 31, 2001

Amortized Cost  Fair Value

Fixed maturities held to maturity:
2002 $ 23723 § 23,754
2003-2006 125,760 132,106
2007-2011 186,266 196,525
2012 and thereafter 106,449 109,577

$ 442,198 § 461,962
Fixed maturities available for sale:
2002 $ 19,104 § 18,524
2003-2006 301,250 309,324
2007-2011 339,413 342,513
2012 and thereafter 1,718,111 1,721,779
Asset-backed securities 149,670 149,700
Redeemable preferred stock 25,382 25,360

$2,552,930 $2,567,200

Net investment income consisted of (in thousands):

Year Ended December 31

2001 2000 1999
Investment income:
Fixed maturities $139,508 $79,891 $66,090
Equity securities 1,772 1,461 636
Short-term investments 7,597 3,941 1,789
Other 3,749 1,272 667

152,626 86,565 69,182
Investment expenses  (5,139) (3,619) (1,923)

$147,487 $82,946 $67,259

Net gain on sales of investments consisted of (in thousands):

Year Ended December 31
2001 2000 1999

Gains on sales and

redemptions of fixed

maturity investments

available for sale $22,336 $12,732 $3,213
Losses on sales and

redemptions of fixed

maturity investments

available for sale (13,782) (9,115) (1,752

Gains on sales and

redemptions of fixed

maturity investments

held to maturity 59 4 27
Losses on sales and

redemptions of fixed

maturity investments

held to maturity (84) (35) (10)
Gains on sales of equity

securities available forsale 39 2,206 273
Losses on sales of equity

securities available for sale  (943) (1,767) (183)
Losses on sales of other

invested assets (1,058) ~ -
Gains on sales of

trading securities 521 ~ —
Losses on sales of

trading securities (669) — -
Gains on sales of

short-term investments 5 184 -
Losses on sales of

short-term investments — (30) —

S 6,824 $ 4,179 $1,568

For the year ended December 31, 2001, the Company
did not sell any fixed maturity investments held to maturity.
For the year ended December 31, 2000, the Company sold
fixed maturity investments held to maturity with an amortized
cost of $1,949,000 resulting in losses of $27,000, and for
the year ended December 31, 1999, the Company sold a fixed
maturity investment held to maturity with an amortized cost
of $10,000 that resulted in no gain or loss. All investments
were sold in response to a significant deterioration in the
issuer’s creditworthiness.

Net change in unrealized appreciation (depreciation)
on investments consisted of (in thousands):

Year Ended December 31

2001 2000 1999
Fixed maturities
held to maturity $ (1,437)  $14,493 $(28,142)
Fixed maturities
available for sale $(19,379) $ 68,718 $(59,636)
Deferred tax benefit
(provision) 6,725 (24,051) 20,873
$(12,654)  $ 44,667  $(38.763)
Equity securities
available for sale $(1,983)  $ (5334 § 8343
Deferred tax
benefit (provision) 695 1,867 (2,920)
$(1,288)  $ (3,467) § 5423
Other $ (365 - ~

Securities on deposit with various state insurance
commissioners amounted to $17,512,000 at December 31, 2001
and $13,086,000 at December 31, 2000. The Company also had
$596,965,000 on deposit at December 31, 2001 for the benefit
of reinsurers.
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as of December 31, 2000. The amount ceded under the treaty
was based on the calculated leverage ratio at the end of each
calendar quarter. The total expense recognized under the treaty
included in other operating expenses was $2,650,000 in 1999.
Beginning in 2000, this treaty was accounted for under SOP 98-7
and therefore, $1,600,000 was included in incurred losses during
2000, relating to the excess loss protection treaty.

4, LOSSES AND LOSS ADJUSTMENT EXPENSES

As described in note 1, the Company establishes reserves to
provide for the estimated costs of settling claims in respect
of loans reported to be in default and loans that are in default
that have not yet been reported to the Company.

The default and claim cycle on mortgage loans that
the Company cavers begins with a receipt from the lender of
notification of a default on an insured loan. The master policy
with each lender requires the lender to inform the Company
of an uncured default on a mortgage loan within 75 days of the
default. The incidence of default is influenced by a number of
factors, including change in borrower income, unemployment,
divorce and illness, the level of interest rates, and general
borrower creditworthiness. Defaults that are not cured result
in claims to the Company. Borrowers may cure defaults by
making all delinquent loan payments or by selling the property
and satisfying all amounts due under the mortgage.

Different regions of the country experience different
default rates due to varying economic conditions and each state
has different rules regarding the foreclosure process. These
rules can impact the amount of time it takes for a default to
reach foreclosure, so the Company has developed a reserving
methodology that takes these different time periods into account
in calculating the reserve,

When a specific loan initially defaults, it is uncertain
the default will result in a claim. It is the Company’s experience
that a significant percentage of mortgage loans in default
end up being cured. Increasing the reserve in stages as the

foreclosure progresses approximates the estimated total loss
for that particular claim. At any time during the foreclosure
process, until the lender takes title to the property, the borrower
may cure the default. Therefore, itis appropriate to increase
the reserve in stages as new insight and information is obtained.
At the time of title transfer, the Company has approximately
100% of the estimated total loss reserved.

In the financial guaranty business, policies are monitored
by the Company or the primary insurers over the life of the policy.
When the policy’s performance deteriorates below underwriting
expectations, it is placed on the Watch List. Once a transaction
is placed on the Watch List, the surveillance of the transaction
is actively monitored, which may include communication with
the borrower, site inspection or the engagement of a third party
consultant. If the transaction continues to deteriorate until a
default is probable, the Company will establish a loss reserve.
Specific loss and loss expense reserves are recommended by
the risk management function to a committee for approval.

The following tables present information relating to the
liability for unpaid claims and related expenses (in thousands):

Mortgage Insurance 2001 2000 1999
Balance at January 1 $390,021  $335,584  $245,125
Add losses and LAE

incurred in respect

of default notices

received in:
Current year 320,159 247,759 218,139
Prior years (141,013) ~ (93,433)  (43,996)
Total incurred 179,146 154,326 174,143
Deduct losses and
LAE paid in respect
of default notices
received in:
Current year 21,237 8,891 7,353
Prior years 82,486 90,998 76,331
Total paid 103,723 99,889 83,684
Balance at December 31§ 465,444  $390,021  $335,584

Financial Guaranty 2001
Balance at February 28 (date of acquisition) $110,433
Less Reinsurance recoverables 185
Balance at February 28, net 110,248
Add losses and LAE incurred related to:

Current year 17,560

Prioryears 11,430
Total incurred 28,990
Deduct losses and LAE paid related to:

Current year 3,815

Prior years 12,437
Total paid 16,252
Balance at December 31, net 122,986
Add Reinsurance recoverables 213
Balance at December 31 $123,199

As a result of changes in estimates of insured events in
prior years, the provision for losses and loss adjustment expenses
(net of reinsurance losses of $1,577,000 in 2001 and recoveries
of $1,042,000, and $28,231,000 in 2000 and 1999, respectively)
in the mortgage insurance business decreased by $141,013,000,
$93,433,000 and $43,996,000 in 2001, 2000 and 1999,
respectively, due primarily to lower than anticipated claim
payments as compared to the amounts reserved as a result
of strong housing prices.

During 2001, the Company incurred losses and LAE
of $11,430,000 in the financial guaranty insurance business
related to prior years. This adverse development is primarily
related to trade credit business and is the result of obtaining
additional information on the assumed reinsurance as well
as higher than expected development on specific claims.
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of Pennsylvania, its state of domicile, The insurance laws of
Pennsylvania establish a test limiting the maximum amount of
dividends that may be paid by an insurer without prior approval
by the Pennsylvania Insurance Commissioner. Under stich test,
Radian Guaranty may pay dividends during any 1z-month period
in an amount equal to the greater of (i) 10% of the preceding
year-end statutory policyholders’ surplus or (if) the preceding
year’s statutory net income, In accordance with such restrictions,
$252,843,000 would be available for dividends in 2002. However,
an amendment to the Pennsylvania statute requires that
dividends and other distributions be paid out of an insurer’s
unassigned surplus. Because of the unique nature of the
method of accounting for contingency reserves, Radian Guaranty
has negative unassigned surplus. Thus, prior approval by the
Pennsylvania Insurance Commissioner is required for Radian
Guaranty to pay dividends or make other distributions so
tong as Radian Guaranty has negative unassigned surplus.
The Pennsylvania Insurance Commissioner has approved all
distributions by Radian Guaranty since the passage of this
amendment, and management has an expectation that the
Commissioner of Insurance will continue to approve such
distributions in the future, provided that the financial condition
of Radian Guaranty does not materially decline,

The ability of Amerin Guaranty to pay dividends on its
common stock is restricted by certain provisions of the insurance
taws of the State of lllinois, its state of domicile. The insurance
laws of Hlinois establish a test limiting the maximum amount
of dividends that may be paid from positive unassigned surplus
by an insurer without prior approval by the lllinois Insurance
Commissioner. Under such test, Amerin Guaranty may pay
dividends during any 12-month period in an amount equal to the
greater of (i) 10% of the preceding year-end statutory policyholders’
surplus or (ii) the preceding year’s statutory net income. In
accordance with such restrictions, $53,215,000 is available for
dividends in 2002 without prior regulatory approval, which

represents the positive unassigned surplus of Amerin Guaranty
at December 31, 2001.

Under the New York Insurance Law, the Financial Guaranty
insurance subsidiaries may declare or distribute dividends
only out of earned surplus. The maximum amount of dividends,
which may be paid by the insurance subsidiaries without prior
approval of the New York Superintendent of Insurance, is subject
to restrictions relating o statutory surptus and net investment
income as defined by statute. Under such requirements, Radian Re
would not be able to pay any dividends in 2002 and Radian Asset
Assurance had $13,300,000 available for dividends in 2002,
without prior approval.

In connection with the approval of the acquisition of
Financial Guaranty, the Company, Radian Re and Radian Asset
Assurance agreed that Radian Re and Radian Asset Assurance
will refrain from paying any dividends to the Company for a period
of two years from the date of acquisition of control without the
prior written consent of the New York Insurance Department.

The Company and Radian Guaranty have entered into
an agreement, pursuant to which the Company has agreed to
establish and, for as long as any shares of $4.125 Preferred Stock
remain outstanding, maintain a reserve account in an amount
equal to three years of dividend payments on the outstanding
shares of $4.125 Preferred Stock (currently $9,900,000), and
not to pay dividends on the commoan stock at any time when
the amount in the reserve account is less than three years of
dividend payments on the shares of $4.125 Preferred Stock
then outstanding. This agreement between the Company and
Radian Guaranty provides that the holder of the $4.125 Preferred
Stock is entitled to enforce the agreement’s provisions as if
such holder was signatory to the agreement,

The Company may not pay any dividends on its shares
of common stock unless the Company has paid all accrued
dividends on, and has complied with all sinking fund and
redemption obligations relating to, its outstanding shares
of $4.125 Preferred Stock.

Radian Guaranty’s current excess of loss reinsurance
arrangement prohibits the payment of any dividend that would
have the effect of reducing the total of its statutory policyholders’
surplus plus its contingency reserve below $85,000,000. As of
December 31, 2001, Radian Guaranty had statutory policyholders’
surplus of $185,268,000 and a contingency reserve of
$1,348,541,000, for a total of $1,533,809,000. During 2001,
Radian Guaranty and Amerin Guaranty entered into an
assumption agreement whereby Radian Guaranty assumed
100% of the rights, duties and obligations related to first lien
mortgage guaranty insurance written by Amerin Guaranty.
Amerin Guaranty’s contingency reserve of $310,873,000 was
transferred to Radian Guaranty in accordance with the terms
of the assumption agreement.

The Company prepares its statutory financial statements
in accordance with the accounting practices prescribed or
permitted by the Insurance Department of the respective state
of domicile. Prescribed statutory accounting practices include a
variety of publications of the National Association of Insurance
Commissioners (“NAIC”) as well as state laws, regulations, and
general administrative rules. Permitted statutary accounting
practices encompass all accounting practices not so prescribed.

Radian Guaranty’s statutory policyholders’ surplus
at December 31, 2001 and 2000 was $185,268,000 and
$171,644,000, respectively. Radian Guaranty’s statutory net income
for 2001, 2000 and 1999 was $252,843,000, $197,979,000,
and $137,094,000, respectively.

Under lllinois insurance regulations, Amerin Guaranty
is required to maintain statutory basis capital and surplus of
$1,500,000. The statutory policyholders’ surplus at December 31,
2001 and 2000 was $298,802,000 and $284,813,000,
respectively. Amerin Guaranty’s statutory net income for 2001,
2000 and 1999 was $53,215,000, $101,448,000, and
$70,901,000, respectively.
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Committee. At the time of the Amerin merger in 1999, the number
as approved by the Company’s Stock Option and Compensation
of options outstanding from the prior Amerin plan was added
to the total number of shares subject to stock options and other
forms of equity compensation.

In February 2001, as a result of the Financial Guaranty
acquisition, 1,320,079 options (pre-split) to purchase shares of
the Company’s common stock were issued to holders of options
to purchase shares of Financial Guaranty common stock.

The Company intends to issue any additional options
to purchase shares of the Company’s common stock only from
under the Radian Group Inc. 1995 Equity Compensation Plan.

Effective with the stock split in June 2001, all share
totals within the plans were doubled.

information with regard to the Company’s stock option
plans is as follows:

Weighted

Average

Exercise

Number of Price Per

Shares Share

OQutstanding, January 1, 1999 4,613,720 $13.33

Granted 459,842 20.32

Exercised (891,116) 13.20

Cancelled (269,558) 19.26

Outstanding, December 31, 1999 3,912,888 13.77

Granted 920,214 22.67

Exercised (1,177,356) 12.43

Cancelled (143,980) 22.00

Outstanding, December 31, 2000 3,511,766 16.22

Granted 1,822,006 31.91
Options granted re:

Financial Guaranty acqui 2,640,158 38.61
Exercised (1,351,468) 19.23
Cancelled (754,871) 49.88
Outstanding, December 31, 2001 5,867,591 26.19
Exercisable, December 31, 1999 2,782,292 11.09
Exercisable, December 31, 2000 1,974,334 11.98
Exercisable, December 31, 2001 3,175,377 25.06

Available for grant, December 31, 2001 2,587,674

The Company applies APB 25 in accounting for its stock-
based compensation plans. Had compensation cost for the
Company’s stock option plans been determined based upon the
fair value at the grant-date for awards under these plans consistent
with the methodology prescribed under SFAS 123, the Company’s
net income and earnings per share would have been reduced by
approximately $6,783,000 ($.07 per share), $4,189,000 ($.05 per
share), and $2,932,000 ($.04 per share) in 2001, 2000, and 1999,
respectively. The pro forma effect on net income for 2001, 2000 and
1999 is not representative of the pro forma effect on net income in
future years because it does not take into consideration pro forma
compensation expense related to grants made prior to 1995.

The weighted average fair values of the stock options
granted during 2001, 2000 and 1999 were $15.74, $11.98, and
$10232, respectively. The fair value of each stock option grant is
estimated on the date of grant using the Black-Scholes option
pricing model with the following weighted average assumptions
used for grants:

2001 2000 1999
Expected life (years) 7.53 7.07 7.89
Risk-free interest rate 4.40% 6.69% 4.91%
Volatility 39.09% 39.29% 38.73%
Dividend yield 0.22% 0.16% 0.30%

The following table summarizes information
concerning currently outstanding and exercisable options at
December 31, 2001:

Options Outstanding Options Exercisable

Weighted

Average

Remaining Weighted Weighted

Contrac- ‘Average Average
Range of Number tuallife Exercise  Number  Exercise
Exercise Prices Qutstanding (Years) Price  Exercisable Price
$ 450-$ 4.97 175588 .89 $ 450 175,588 § 4.50
$ 6.28-% 7.34 413,300 2.36 726 413,300 7.26

$11.06-$16.25 396,406 439  13.39
$16.64-$24.00 1,747,592 569  20.81
$26.47-$37.36 2,516,666 828  30.85
$38.00-$56.68 482,127 7.55 44.82
$64.77-$68.18 135912 6.08  65.80

5,867,591

345,531 12,97
846,359  20.76
807,560 30.19
451,127  45.21
135,912 65.80

3,175,377

The Company’s option plans include a “reload” feature,
The award of a “reload” option allows the optionee to receive
the grant of an additional stock option, at the then current
market price, in the event that such optionee exercises all or
part of an option (an “original option”) by surrendering already
owned shares of commaon stockin full or partial payment of the
option price under such original option. The exercise of an
additional option issued in accordance with the “reload” feature
will reduce the total number of shares eligible for award under
the stock option plan.

The Company has an Employee Stock Purchase Plan
(the “ESPP”). A total of 200,000 shares of the Company’s
authorized but unissued common stock has been made
available under the ESPP. The ESPP allows eligible employees
to purchase shares of the Company’s stock at a discount of 15%
of the beginning-of-period or end-of-period (each period being
the first and second six calendar months) fair market value
of the stock, whichever is lower. Eligibility under the ESPP is
determined based on standard weekly work hours and tenure
with the Company, and eligible employees are limited to a
maximum contribution of $400 per payroll period toward the
purchase of the Company’s stock. Under the ESPP, the Company
sold 7,528, 5,200 and 5,800 shares to employees in 2001,
2000 and 1999, respectively. The Company applies APB 25 in
accounting for the ESPP. The pro forma effect on the Company’s
net income and earnings per share had compensation cost
been determined under SFAS 123 was deemed immaterial
in 2001, 2000 and 1999.
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Financial Guaranty Plan Defined

Benefit

Plan

2001
Service cost $2,531
Interest cost 1,060
Expected return on plan assets (355)
Amortization of prior service cast 438
Amortization of transition obligation 2
Recognized net actuarial (gain) loss (119)
Net periodic benefit cost $3,557
Curtailment/settlement charge 2,954
Total financial statement impact $6,511

Assumptions used to determine net pension and net
periodic postretirement benefit costs are as fotlows:

Postretirement
Defined Benefit Plan Benefit Plan

2001 2000 1999 2001 2000 1999

Weighted average

assumptions as

of December 31:

Discountrate 7.00% 7.50% 7.50% 7.00% 7.25% 7.50%
Expected

return on

plan assets 8.50% 8.50% 8.50% — - —
Rate of

compensation

increase 6.00% 6.00% 4.00% — — —

Radian Plans

Financial Guaranty Plan Defined
Benefit
Plan
2001
Weighted average assumptions as of December 31:
Discount rate 7.00%
Expected return on plan assets 8.50%
Rate of compensation increase 6.00%

Due to the nature of the postretirement benefit plan,
no increase is assumed in the Company’s obligation due to any
increases in the per capita cost of covered health care benefits.

In addition to pension benefits, Financial Guaranty
provides certain healthcare benefits for retired employees.
Certain employees may be eligible for these benefits if they
reach retirement age while working for Financial Guaranty.
The postretirement benefit cost for 2001, was $287,000 and
includes service cost, interest cost and amortization of the
transition obligation and prior service cost.

At December 31, 2001, the accumulated postretirement
benefit obtigation under the Financial Guaranty Plan was
$1,296,000 and was not funded. At December 31, 2001, the
discount rate used in determining the accumulated postretirement
benefit obligation was 7.0% and the health care trend was
9.5%, graded to 5.5% after 8 years.

The one-percentage point change in assumed healthcare
cost trend rates would have the fotlowing effects on the Financial
Guaranty postretirement plan:

1-Percentage 1-Percentage

Point Point
(in thousands) Increase Decrease
Effect on total of service and
interest components $ 52 $ (41)
Effect on postretirement benefit costs 230 (184)

In addition to the defined benefit plan, the nonqualified
executive retirement plan, and the postretirement benefit
plan, the Company also maintains a Savings Incentive Plan,
which covers substantially all full-time and all part-time
employees of Radian Group, Radian Guaranty and RadianExpress
employed for a minimum of 9o consecutive days. Participants
can contribute up to 15% of their base earnings as pretax
contributions. The Company will match at least 25% of the
first 5% of base earnings contributed in any given year. These
matching funds are subject to certain vesting requirements.

The expense to the Company for matching funds for the years
ended December 31, 2001, 2000 and 1999 was $1,511,000,
$1,094,000 and 1,220,000, respectively.

Financial Guaranty also has a Savings Incentive Plan,
Under the Plan, employees of Financial Guaranty can contribute
up to 15% of their base earnings as pretax contributions. Financial
Guaranty will match 50% of the first 6% of base salary made
to the plan by eligible employees. The expense to Financial
Guaranty in 2001, since acquisition, was $219,000.

11. COMMITMENTS AND CONTINGENCIES

In December 2000, a complaint seeking class action status

on behalf of a natienwide class of home mortgage borrowers
was filed against the Company in the United States District
Court for the Middle District of North Carolina (Greensboro
Division). The complaint alleges that the Company violated
Section 8 of the Real Estate Settlement Procedures Act (“RESPA”)
which generally prohibits the giving of any fee, kickback or
thing of value pursuant to any agreement or understanding that
real estate settlement services will be referred. The complaint
asserts that the pricing of pool insurance, captive reinsurance,
contract underwriting, performance notes and other, unidentified
“structured transactions,” should be interpreted as imputed
kickbacks made in exchange for the referral of primary mortgage
insurance business, which, according to the complaint, is a
settlement service under RESPA. The complaint seeks injunctive
relief and damages of three times the amount of any mortgage
insurance premiums paid by persons who were referred fo the
Company pursuant to the alieged agreement or understanding.
The plaintiffs in the lawsuit are represented by the same group
of plaintiffs” lawyers who last year filed similar lawsuits against
other providers of primary mortgage insurance in federal court
in Georgia. The Georgia court dismissed those lawsuits for
failure to state a claim. Three of those lawsuits were settled
prior to appeal; two are currently on appeal. The Company has

wie
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13, INVESTMENT IN AFFILIATES
As a result of the acquisition of Financial Guaranty, the Company
owns a 46.0% interest in Credit-Based Asset Servicing and
Securitization LLC (“C-BASS™) and a 45.5% interest in Sherman
Financial Group LLC (*Sherman”). C-BASS is engaged in the
purchasing, servicing and/or securitization of special assets,
including sub-performing/non-performing and seller-financed
residential mortgages, real estate and subordinated residential
mortgage-based securities. Sherman conducts a business that
focuses on purchasing and servicing delinquent unsecured
consumer assets. At December 31, 2001, C-BASS had total assets
of $1,290,425,000 and total liabilities of $1,005,907,000. (-BASS
had net income for 2001 of $86,481,000. At December 31, 2001,
Sherman had total assets of $287,826,297 and total liabilities
of $203,051,815. Sherman had net income for 2001 of $10,624,267.
The Company owns a 36.5% interest in EIC Corporation Ltd.
(“Exporters™), an insurance holding company which, through its
wholly-owned insurance subsidiary licensed in Bermuda, insures
foreign trade receivables. At December 31, 2001, Exporters had
total assets of $168,924,333 and total liabilities of $114,239,333.
mxuo:ma:mmmEmmalogogm.ﬁo.ooo.

The Company accounts for its investment in these affiliates
in accordance with the equity method of accounting as the control
of these affiliates does not rest with the Company and since
the other shareholders have substantial participating rights.

14, FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of a financial instrument is the current amount
that would be exchanged between two willing parties, other
than in a forced liquidation. Fair value is best determined
based upon quoted market prices. However, in many instances,
there are no quoted market prices available. In those cases,
fair values are based on estimates using present value or other
valuation methodologies. Accordingly, the estimates presented

herein are not necessarily indicative of the amount the Company
could realize in a current market exchange. The use of different
market assumptions or estimation methodologies could have

a material effect on the estimated fair value amounts.

Fixed Maturity Securities — The fairvalues of fixed maturity
securities and equity securities, are based on quoted market
prices or dealer quotes. For investments that are not publicly
traded, management has made estimates of fair value that
consider investees’ financial results, conditions and prospects,
and the values of comparable public companies.

Trading Securities — The fair values of trading securities
are based on quoted market prices, dealer guotes or estimates
using quoted market prices for similar securities.

Short-Term Investments - Fair values of short-term
investments are assumed to equal cost.

Other Invested Assets - The fair vatue of other invested
assets, residential mortgage-backed securities, is based on the
present value of the estimated net future cash flows, including
annual distributions and net cash proceeds from the exercise
of call rights, using relevant market information.

Unearned Premiums - In the martgage insurance
business, as the majority of the premiums received are cash
basis, the fair value is assumed to equal the book value. The
fair value of unearned premiums in the financial guaranty
insurance business, net of prepaid reinsurance premiums,
is based on the estimated cost of entering into a cession of the
entire portfolio with third-party reinsurers under current market
conditions, adjusted for ceding commissions based on current
market rates.

Reserve for Losses - The carrying amount is a reasonable
estimate of the fair value.

Long-Term Debt - The fair value is estimated based
on the quoted market prices for the same or similar issue or on
the current rates offered to the Company for debt of the same
remaining maturities.

Redeemable Preferred Stock - The redeemable preferred
stock is valued at the redemption value at the mandatory
redemption date.

December 31

2001 2000
Carrying  Estimated  Carrying  Estimated
Amount  FairValue  Amount  Fair Value
Assets: -
“Fixed
maturity
securities $3,129,718 $3,149,482 $1,654,633 $1,675,834
Trading
Securities 21,659 21,659 - -
Short-term
investments 210,788 210,788 95,824 95,824
Other invested
assets 7,310 7,310 - -
Liabilities:
Unearned
premiums 513,932 456,018 77,241 77,241
Reserve for
losses 588,643 588,643 390,021 390,021
Long-term
debt 324,076 346,333 - -
Redeemable
preferred
mSn._A 40,000 40,000 40,000 40,000

(1) Diluted net income per share and average shaves vuistanding per SFAS
No. 128, “Eurnings Per Shave.” Sce note |,

(2) Net income per share is computed independently for each period
presented. Consequently, the sum of the quarters may not equal the total net
income per share for the vear

(3) All share and per share amounts have been restated to reflect a 2-for-1
stock split in 2001, Sce note 1.
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MANAGERMENTS DISCUSSION ARND ANALYSIS of Results of Operations and Financial Condition

The following is a “Safe harbor” Statement under the Private
Securities Litigation Reform Act of 199s;:

The statements contained herein that are not historical
Jacts are forward-looking statements. Actual results may
differ materially from those projected in the forward-looking
statements. These forward-looking statements involve
certain risks and uncertainties including, but not limited
to: the possibility that interest rates may increase rather
than remain stable or decrease; the possibility that housing
demand may decrease for any number of reasons, some of
which may be out of the control of the Company, including
changes in interest rates, adverse economic conditions, or
other reasons; the Company s market share may decrease
as a result of changes in underwriting criteria by the
Company or its competitors, or other reasons, performance
of the financial markets generally, changes in the demand
Jfor and market acceptance of the Companys products,
increased competition from government programs and
the use of substitutes for mortgage insurance, changes
in government regulation or tax laws that may effect one
or more of the Company s businesses, changes in investor
perceptions regarding the strength of financial guaranty
providers and the guaranty offer by such providers,
changes in investor concern vegarding the credit quality
of municipalities and corporations, including the need or
desirability for financial guaranty insurance at all or as
an alternative for other credit enhancement; and changes
in general financial conditions. Investors are also directed
to other risks discussed in documents filed by the Company
with the Securities and Exchange Commission.

2031 COMPARED T0 2000

RESULTS OF CONSOLIDATED QPERATIONS

Net income for 2001 was $360.4 million, a 44.8% increase
compared to $248.9 million for 2000. The improvement in net
income was a result of an increase in earned premiums and

investment income and the inclusion of equity in net income

of affiliates, as a result of the Enhance Financial Services
Group Inc. (“Financial Guaranty”) acquisition, partially offset
by increases in the provision for losses, policy acquisition costs
and other operating expenses. As a result of the acquisition

of Financial Guaranty on February 28, 2001, net income for 2001
included the results of operations from March 2001 through
December 2001 for Financiat Guaranty, which contributed ,
$81.3 million to net income and which is included as a component of
mortgage services and financial guaranty net income. Consolidated
earned premiums of $715.9 million increased $195.0 million or
37.4% from $520.9 million for 2000. Financial Guaranty contributed
$106.5 million of this increase. Net investment income increased
from $82.9 million in 2000 to $147.5 million in 2001. This
increase of $64.5 million or 77.8% included $50.4 million
from Financial Guaranty. Equity in net income of affiliates was
$41.3 million for 2001. The provision for losses of $208.1 million .
increased $53.8 million or 34.9% from the $154.3 mitlion in
2000, with Financial Guaranty contributing $29.0 million of
the increase. Policy acquisition and other operating expenses
increased by $108.2 million or 99.5% to $216.8 million in 2001
from $108.6 million in 2000. Financial Guaranty contributed
$44.9 million of this increase. Interest expense for 2001 was
$17.8 million primarily related to the issuance of long-term debt
during 2001 as described in note 5 of Notes to Consolidated
Financial Statements. The Company’s effective tax rate was
28.7% for 2001 compared to 29.4% for 2000.

MORTGAGE INSURANCE - RESULTS OF OPERATIONS
Net income for 2001 was $280.0 million, a $31.1 million or
12.5% increase from $248.9 in 2000. This increase resulted
from improvements in net premiums earned, net investment
income and other income, offset by a higher provision for
losses and an increase in policy acquisition costs and other
operating expenses.

Mortgage Insurance is dependent on a small number
of lenders for providing a substantial portion of its business.
Mortgage insurance’s top ten lenders were responsible for
46.1% of the direct primary risk in force at December 31, 2001.
The top ten lenders were also responsible for 45.0% of primary
new insurance written in 2001. Consistent with the rest of the
private mortgage insurance industry, the Company’s highest state
concentration of risk is in California. As of December 31, 2001,
California accounted for 16.6% of Mortgage Insurance’s total direct
primary insurance in force and 11.3% of Mortgage Insurance’s
total direct pool insurance in force. In addition, California
accounted for 16.0% of Mortgage Insurance’s direct primary
new insurance written for the year ended December 31, 2001.
The largest single customer of Mortgage Insurance (including
branches and affiliates of such customer), measured by new
insurance written, accounted for 12.6% of new insurance written
during 2001, compared to 11.2% in 2000 and 12.2% in 1999.

The concentration of business with lenders may increase
or decrease as a result of many factors. These lenders may
reduce the amount of business currently given to Mortgage
insurance or cease doing business with it altogether. Mortgage
Insurance’s master policies and related lender agreements
do.not, and by law cannot, require its lenders to do business
with it. The loss of business from a major lender could materially
adversely affect Mortgage - Insurance’s and the Company’s
business and financial results.

New primary insurance written for 2001 was $44.8 billion,
a 79.5% increase from the $24.9 billion written in 2000. This
increase in primary new insurance written volume was primarily
due to a substantial increase in new insurance written volume
in the private mortgage insurance industry compared to 2000.
Mortgage Insurance’s market share increased to 15.6%
compared to 15.2% in 2000. The Company believes that this
market share increase was due, in part, to an increase in its
share of new insurance written under structured transactions,
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strong new insurance volume during 2001 was offset by the
decrease in persistency levels. Direct primary insurance in force
increased 7.0% from $100.9 billion at December 31, 2000 to
$107.9 billion at December 31, 2001. GSE pool risk in force also
grew to $1.2 billion at December 31, 2001 from $2.1 bitlion

at the end of 2000. Total pool risk in force grew to $1.6 billion
from $1.5 billion at the end of 2000.

Mortgage Insurance and other companies in the industry
have entered into risk-sharing arrangements with various
customers that are designed to allow the customer to participate
in the risks and rewards of the mortgage insurance business,
One such product is captive reinsurance, in which a mortgage
lender establishes a mortgage reinsurance company that
assumes part of the risk associated with that lender’s insured
book of business. In most cases, the risk assumed by the
reinsurance company is an excess layer of aggregate losses
that would be penetrated only in a situation of adverse loss
development. For 2001, premiums ceded under captive
reinsurance arrangements were $55.7 million, or 9.1% of total
premiums earned during 2001, as compared to $39.6 million,
or 7.6% of total premiums earned for the same period of 2000.
Net primary insurance written under captive reinsurance
arrangements was $14.7 billion, or 32.9% of total new primary
insurance written in 2001 as compared to $8.1 billion, or
32.6% of total new primary insurance written in 2000.

Net investment income was $97.1 million, a 17.1%
increase over the $82.9 million reported for 2000. This increase
was a result of continued growth in invested assets primarily
due to positive operating cash flows and the allocation of
interest income from net financing activities. The Company has
continued to invest some of its new operating cash fiow in
tax-advantaged securities, primarily municipal bonds, although
its investment policy allows the purchase of various other asset
classes, including common stock and convertible securities.
The Company’s intent is to target the common equity exposure

at a maximum of 5% of the investment portfolio’s market value
while the investment-grade convertible securities and investment-
grade asset-backed securities exposures are each targeted

not to exceed 10%.

Net realized gains on sales of investments were $5.8 million
for the year ended December 31, 2001 compared to $4.2 million
for the comparable period of 2000. Net realized losses from
the change in the fair value of Mortgage Insurance’s derivative
instruments were $1.3 million for 2001.

The provision for losses was $179.1 million for 2001,
an increase of $24.8 million or 16.1% from 2000. In addition
to increases in business volumes, this increase reflects an
increase in the number of delinguent loans as a result of the
maturation of the books of business combined with an overall
increase in delinquencies on both the prime and non-prime
books of business as a result of the slowing economy. Claim
activity is not spread evenly throughout the coverage period
of a book of business. Relatively few claims are received during
the first two years following issuance of the policy. Historically,
claim activity has reached its highest level in the third through
fifth years after the year of loan origination. Approximately
66.9% of the primary risk in force and 59.3% of the pool risk in
force at December 31, 2001 had not yet reached its anticipated
highest claim frequency years.

The overall delinquency rate at December 31, 2001 was
3.5% compared to 2.4% at December 31, 2000. The increase
in the overall delinguency rate was primarily a result of the
slowing economy which produced higher levels of unemployment.
A continued weakening of the economy could negatively impact
the overall delinquency rates, which could result in an increase
in the provision for losses. The number of delinguencies rose
from 26,520 at December 31, 2000 10 41,147 at December 31, 2001
and the average loss reserve per delinguency declined from
$14,707 at the end of 2000 to $11,291 at December 31, 2001,

although the reserve as a percentage of risk in force rose to
169 basis points at December 31, 2001 from 148 hasis points
at the end of 2000. The delinquency rate in California was 1.9%
(including pool) at December 31, 2001 as compared to 1.5%
atyear end 2000 and claims paid in California during 2001 were
$7.1 million, representing approximately 7.7% of the total claims
as compared to 16.1% for the same period of 2000. California
represented approximately 16.4% of primary risk in force at
December 31, 2001 as compared to 16.8% at December 31, 2000.
The delinquency rate in Florida was 33% (including pool) at
December 31, 2001 as compared to 2.7% at December 31, 2000
and claims paid in Florida during 2001 were $6.5 million,
representing approximately 7.0% of total claims as compared
t0 13.6% for 2000, Florida represented approximately 7.4%
of primary risk in force at December 31, 2001 the same as at
year-end 2000. No other state represented more than 6.4% of
Mortgage Insurance’s primary risk in force at December 31, 2001.
Mortgage Insurance has reported an increased number
of delinquencies on non-prime business insured beginning in
1997. Although the delinquency rate on this business is higher
than on the prime book of business, the higher premium rates
charged are expected to compensate for the increased level of risk.
The number of delinguent non-prime loans at December 31, 2001
was 7,704, which represented 24.8% of the total number of
delinguent primary loans, as compared to 2,690 or 13.1% of
delinquent primary loans at December 31, 2000. The delinquency
rate on this business rose from 4.1% at December 31, 2000
to 5.5% at December 31, 2001. The delinquency rate on prime
business was 3.1% and 2.3% at December 31, 2001 and 2000,
respectively. At December 31, 2001, the delinguency rate on
the Alternative A business was 4.5% as compared to 2.9% at
December 31, 2000 and Alternative A delinquencies represented
34.6% of the total number of non-prime delinquent loans. The
delinquency rate on A-minus business was 6.3% at December 31,
2001 as compared to 6.0% at December 31, 2000. Direct losses
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OTHER
Two wholly-owned subsidiaries of Financial Guaranty, Singer
Asset Finance Company, L.L.C. (“Singer”) and Enhance Consumer
Services LLC (“ECS™), which had been engaged in the purchase,
servicing, and securitization of assets including state lottery
awards, structured settlement payments and viatical settlements,
are currently operating on a run-off basis. Their operations consist
of servicing the prior originations of non-consolidated special
purpose vehicles and the results of these subsidiaries are not
expected to be material to the financial results of the Company.
Another insurance subsidiary, Van-American Insurance
Company, Inc., is engaged on a run-off basis, in reclamation bonds
for the coal mining industry and surety bonds covering closure
and post-closure obligations of landfill operators. Such business is
not expected to be material to the financial results of the Company.
At December 31, 2001, the Company, through its ownership
of Financial Guaranty owned an indirect 36.5% equity interest
in Exporters Insurance Company Ltd., an insurer of primarily
foreign trade receivables for multinational companies. Financial
Guaranty provides significant reinsurance capacity to this joint
venture on a quota-share, surplus share and excess-of-loss basis.

2000 COMPAREY T0 1999

MORTGAGE INSURANCE ~ RESULTS OF OPERATIONS
Net income for 2000 was $248.9 million, a 68.0% increase
compared ta $148.1 million for 1999. However, net income

for 1999 included merger expenses (net of tax) of $32.7 million
and without these merger expenses, net income for 1999
was $180.8 mitlion as compared to $248.9 million for 2000,
an increase of 37.7% or $68.1 million. This improvement in
net income, excluding merger expenses, was a result of
growth in net premiums earned and net investment income
combined with a lower provision for losses and a reduction
in policy acquisition costs and other operating expenses.

New primary insurance written during 2000 was
$24.9 billion, a 25.0% decrease compared to $333 billion for
1999. This decrease in the Company’s primary new insurance
written volume in 2000 was partially due to a 14.0% decrease
in new insurance written volume in the private mortgage
insurance industry compared to 1999. In addition, the Company’s
market share of the industry decreased to 15.2% for the year
ended December 31, 2000 as compared to 17.5% for the same
period of 1999. The Company believes the market share decline
was due in part to the reduction in business provided by a few
of the largest national accounts, which rebalanced their mortgage
insurance allocation after the merger. In addition, the Company
believes that certain large structured transactions written
primarily by other companies within the industry are included
in industry new insurance written figures. For the year ended
December 31, 2000, Mortgage Insurance wrote $1.2 billion of
such structured transactions. In 2000, the Company reduced
the volume of pool insurance it wrote to $187.9 million of risk
written as compared to $421.2 miltion in 1999. Most of this pool
insurance volume related to the GSE Pool business.

Mortgage insurance industry volume in 2000 was
negatively impacted by relatively higher interest rates, which
affected the entire mortgage industry for most of the year.
The trend toward higher interest rates, which began in the
third quarter of 1999, caused refinancing activity during 2000
to decline to normal levels and contributed to the decrease in
the mortgage insurance industry new insurance written volume
for 2000. The Company’s refinancing activity as a percentage of
primary new insurance written was 14.0% for 2000 as compared
t0 27.0% for 1999. However, a decrease in interest rates during
the fourth quarter of 2000 resulted in an increase in refinancing
activity for the Company during the guarter to 17.0% of primary
new insurance written as compared to 12.0% for the third
quarter of 2000. The persistency rate, which is defined as the
percentage of insurance in force that is renewed in any mZm:.

year, was 78.2% for 2000 as compared to 75.0% for 1999. This
increase was consistent with the declining level of refinancing
activity during most of 2000, which caused the cancellation
rate to decrease.

During 2000, the Company’s non-prime business
accounted for $5.4 billion or 21.8% of Company’s new primary
insurance written as compared to $3.5 billion or 10.6% for the
same period in 1999.

During 2000, Radian Insurance wrote $1.6 billion
of insurance, which represented $211.0 million of risk.

Net premiums earned in 2000 were $520.9 million,
a10.2% increase compared to $472.6 million for 1999. This
increase, which was greater than the increase in insurance in
force, reflected the change in the mix of new insurance written
volume originated by the Company during the second half of
1999 and throughout 2000. This change in mix included a
higher percentage of loans with loan-to-value ratios of g5% or
higher and non-prime business. The Company’s higher loan-to-
value activity was 45.0% for 2000 as compared to 41.0% for
1999 and the non-prime business accounted for 21.8% of the
Company’s new primary insurance written in 2000 as compared
t0 10.6% for 1999, The reduced level of refinancing activity and
the resulting increase in persistency led to an increase in direct
primary insurance in force during 2000 of 3.9%, from $97.1 billion
at December 31, 1999 to $100.9 billion at December 31, 2000. GSE
pool risk in force also grew to $1.1 billion at December 31, 2000,
an increase of 4.2% for the year. For 2000, premiums ceded
under captive reinsurance arrangements were $39.6 million,
or NoO\c of total premiums earned during 2000, as compared
to $27.5 million, or 5.8% of total premiums earned for the same
period of 1999. New primary insurance written under captive
reinsurance arrangements was $8.1 billion, or 32.6% of total new
primary insurance written in 2000 as compared to $13.7 billion,
or 41.3% of total new primary insurance written in 1999.
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LIQUIDITY AND CAPITAL RESOQURCES

The Company’s sources of funds consist primarily of premiums
and investment income. Funds are applied primarily to the
payment of the Company’s claims and operating expenses.

Cash flows from operating activities for 2001 were
$481.1 million as compared to $280.0 million for 2000. The
increase resulted from an increase in net premiums written and
investment income partially offset by an increase in operating
expenses. The 2001 operating cash flows included $61.8 million
as the result of the Financial Guaranty acquisition. Positive
cash flows are invested pending future payments of claims
and other expenses; cash flow shortfalls, if any, are funded
through sales of short-term investments and other investment
portfolio securities.

Stockholder’s equity plus redeemable preferred stock of
$40.0 million increased from $1.4 billion at December 31, 2000
to $2.3 billion at December 31, 2001. This increase resulted
from the issuance of stock and, reduced by expenses, associated
with the acquisition of Financial Guaranty of $574.7 million, net
income of $360.4 million and proceeds from the issuance of
common stock associated with incentive plans of $39.7 mitlion.
Offsetting this was $10.1 million of dividends paid, a decrease
in the market value of securities available for sale of $14.3 million,
net of tax, and the purchase of treasury shares of $5.7 million.

As of December 31, 2001, the Company and its subsidiaries
had plans to invest in significant information technology and
infrastructure upgrades at an estimated cost of approximately
$25 million to $30 million over the next two years. Cash flow
from operations will be used to fund these expenditures.

The Company owns a 46% interest in C-BASS. The
Company has not made any capital contributions to C-BASS
since the Company acquired its interest in C-BASS in connection
with the acquisition of Financial Guaranty. C-BASS has paid
$12.8 million of dividends to the Company for the year-to-date
period ended December 31, 2001.

The Company owns a 45.5% interest in Sherman. The
Company has made $15.0 million of capital contributions to
Sherman since the Company acquired its interest in Sherman
in connection with the acquisition of Financial Guaranty. In
conjunction with the acquisition, the Company has guaranteed
payment of up to $25.0 million of a revolving credit facility issued
to Sherman. At December 31, 2001, there were no outstanding
amounts on this facility.

Singer and ECS, which were acquired as a result of the
Financial Guaranty acquisition, had been engaged in the purchase,
servicing and securitization of assets, including state lottery
awards, structured settlement payments and viatical settlements.
Both Singer and ECS are currently operating on a run-off basis.
Their operations consist of servicing the prior originations of
non-consolidated special purpose vehicles containing approximately
$600.0 miltion and $568.0 million of off-balance sheet assets
and liabilities, respectively. The Company’s investment in the
non-consolidated special purpose vehicles at December 31,
2001 is $32.0 million and the results of these subsidiaries are
not material to the financial results of the Company.

The Company obtained tong-term financing through
privately placed ten-year Senior Unsecured Notes with a face
value of $250 million. The notes were issued on May 29, 2001
at an offering price of 99.615% of par value with registration
rights and mature on June 1, 2011. The notes bear interest at
7.75% which is payable semi-annually in june and December.
Financial Guaranty was party to a credit agreement (as amended,
the “Credit Agreement”) with major commercial banks providing
Financial Guaranty with a borrowing facility aggregating up to
$175.0 million, the proceeds of which were used for general
corporate purposes. The outstanding principal balance under
the Credit Agreement of $173.7 miltion was retired on May 29, 2001
with proceeds from the Senior Unsecured Notes. On October 12,
2001, pursuant to the terms of the offering for the privately placed

Senior Unsecured Notes, the Company commenced an offer to
exchange the privately placed notes for notes (on substantially
identical terms and conditions) registered under the Securities
Act of 1933, as amended. This exchange of notes was completed
in December 2001.

As stated in note 1 of the Notes to Consolidated
Financial Statements under the caption “Subsequent Events,”
in January 2002, the Company sold $220 million of Senior
Convertible Debentures. The Company also closed on a $50 million
Senior Revolving Credit Facility in February 2002.

The Company believes that Radian Guaranty will have
sufficient funds to satisfy its claims payments and operating
expenses and to pay dividends to the Company for at least
the next 12 months. The Company also believes that it will be
able to satisfy its long-term (more than 12 months) liquidity
needs with cash flow from Mortgage Insurance and Financial
Guaranty. As a holding company, the Company conducts its
principal operations through Mortgage Insurance and Financial
Guaranty. The Company’s ability to pay dividends on the
$4.125 Preferred Stock is dependent upon dividends or other
distributions from Mortgage Insurance or Financial Guaranty.
in connection with obtaining approval from the New York Insurance
Department for the change of control of Financial Guaranty when
the Company acquired Financial Guaranty, Financial Guaranty
agreed not to declare or pay dividends for a period of two years
following consummation of the acquisition. Consequently, the
Company cannot rely upon or expect any dividends or other
distributions from Financial Guaranty in 2002. Based on the
Company’s current intention to pay quarterly common stock
dividends of approximately $0.02 per share, the Company will
require distributions from Mortgage Insurance of $10.8 million
annually to pay the dividends on the outstanding shares of
$4.125 Preferred Stock and common stock. In addition, the
Company will require distributions from Mortgage Insurance of
$29.4 million annually to pay the debt service on its tong-term
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The annual meeting of stockholders of Radian Group Inc. will
be held on Tuesday, May 7, 2002, at 9:00 a.m. at 1601 Market
Street, 11th floor, Philadelphia, Pennsylvania.

Copies of the Company’s Annual Report on Form 10-K filed with
the Securities and Exchange Commission will be available without
charge after March 31, 2002, to stockholders upon written
request to: Secretary, Radian Group Inc., 1601 Market Street,
Philadelphia, PA 19103 .

Bank of New York, P.O. Box 11002, Church Street Station,
New York, NY 10286, 212 815.2286

1601 Market Street, Philadelphia, PA 19103, 215 564.6600
www.radiangroupinc.com

Radian Group Inc. common stock is listed on The New York
Stock Exchange under the symbol RDN. At December 31, 2001,
there were 93,982,208 shares outstanding and approximately
10,500 holders of record, The following table sets forth the
high and low sales prices of the Company’s common stock on
The New York Stock Exchange Composite Tape:

2000 2001
High Low High Low
1st Quarter 24.25 17.28 37.53 26.91
2nd Quarter 29.56 22.66 43,87 32.48
3rd Quarter 35.78 25.88 42.62 30.10
4th Quarter 38.31 30.22 43,38 32.25

Cash dividends for each share of the Company’s common stock
were $0.015 for each quarter of 2000 and the First Quarter of 2001
(as adjusted for the 2-for-1 stock split effected in June 2001).
The quarterly cash dividend was increased to $0.02 per share
beginning with the Second Quarter of 2001.
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